e O
UL Ehtvie
e IR e
2/21fo2 l rsam |

1088 l(

| o 25 202

THOMSON

|
PROCESSED
|
FINANCIAL







// /”\ {;f o
Tvia Annual Report
BTN N e




Letter to the Stockholders:

Our fiscal year (FY) 2002 was eventful and encouraging despite challenging market conditions. We launched
an exciting new product—the CyberPro™ 5202 multi-media display processor aimed at advanced TV applica-
tions—and nearly tripled our design wins. It was also a time of change for the company. In November, Eli

Porat accepted a more active role at Tvia and transitioned from being a member of the board of directors to the company’s
president and chief executive officer. Kenny Liu, who served as Tvia’s CEO since 1995, remains chairman of
the board of directors. This collaboration has been extremely effective for Tvia in managing our worldwide
operations.

As we move into a new fiscal year, we look back with appreciation for our corporate strengths. Tvia's customers
and partners are some of the leading companies in display and multi-media technology. These companies take
advantage of the powerful capabilities of our multi-media display processors, including superb alpha-blending
features aimed at enriching the viewer’s experience. The cost advantage of our facility in Hefei, China, allows

us to better serve our customers, many of whom are based in Asia Pacific. By transferring operations to our

Hefei facility in April 2002, we were able to reduce our non-China workforce by 23%, and become more financially
efficient. Now, as we move into FY 2003, we intend to use these strengths to further develop our business and

our company.

Because of the tremendous technological advantages our products represent, and the growing number of
applications for advanced TV and emerging display technologies, we were able to achieve 55 design wins
during FY 2002. Our goal is to increase our product line, and to capture even more opportunities in Asia Pacific
and around the world. We have already made significant progress. As this annual report goes to print, our
CyberPro5202 is being evaluated in fourteen customer designs, we have announced another new product—
the CyberPro5600 for LCD displays and we are in the advanced design phase of a third new multi-media display processor.

Looking forward, we are establishing a bold, new management philosophy which we believe will inspire
greater achievements and cultivate leadership within the company’s ranks. By actively seeking and rewarding
co-workers who not only share the company’s vision, but also have consistently exceeded expectations, we
hope Tvia will solidify its position as a leader in multi-media display processors.

We would like to thank our management for their sage leadership, our employees for their dedication and

hard work, and you, our stockholders, for your continued support.

. caf

Kenny Liu Eli Porat
Chairman President and CEO




Tvia Selected Consolidated Financial Data

Five Year Summary
(in thousands, except for share amounts)

ol

Year Ended March 31, 2002 2001 2000 1999 1998
Consolidated Statement
of Operations Data:
Revenues $11,840 $ 13,444 $ 7,057 $1,522 $ 3,458
Gross profit 3,209 5,726 3,250 214 474
Operating loss (16,083) (9,444) {5,009) (5,207) (4,928)
Net loss (14,265) (8,470) (6,041) (5,671) (5,002)
Net loss attributable to common stockholders (14,265) (9,141) (8,202) (5,671) (5,002)
Basic and diluted net loss attributable to
common stockholders:
Net loss before extraordinary item $ (0.66) $ (0.56) $(2.63) $ (2.56) $(232)
Extraordinary item 0.05 - -
Net loss attributable to common stockholders  $ (0.66) $(0.61) $(2.63) $ (2.56) $(2.32)
Consolidated Balance Sheet Data:
Cash and cash equivalents, restricted cash
and short-term investments $ 35,505 $ 46,682 $ 6,864 $ 8
Working capital (deficit) 35,979 50,305 5,915 (3,476) (2,439)
Total assets 43,387 57,435 11,368 730 1,795
Long-term debt - --- 2,959 -
Redeemable convertible preferred stock --- --- 16,594 9,704 5212
Stockholders’ equity (deficit) 40,925 53,422 {(14,266) {12,978) (7.326)
/Cash and Investments / Revenues
(in millions) (in millions)
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PART I

Item 1. Business

» P ’

When used in this Report, the words “‘expects,” “anticipates,” “estimates,” “believes,” “plans,” and
similar expressions are intended to identify forward-looking statements. These are statements that relate to
future periods and include statements as to the Company’s anticipated revenues, expenses, gross profit and
loss, the features, performance, advantages and anticipated benefits of our products, including easy software
upgrades and integration of new features and technologies, the importance of customer support, the expertise,
industry knowledge and capabilities of our sales and marketing staff, our design support, the importance of
design support, continued expenditures on research and development, our ability to migrate to smaller process
geometries, the key competitive factors in our target markets, our ability to compete, increasing competition in
our markets, sources of competition, our intellectual property, strategy, our ability to protect our intellectual
property, our backlog as an indicator of future revenues, the status of our relations with our employees, the
adequacy of our existing facilities, our dividend policy and our planned retention of our future earnings.
Forward-looking statements are subject to risks and uncertainties that could cause actual results to differ
materially from those projected. These risks and uncertainties include, but are not limited to, those risks
discussed below, as well as risks related to slower than anticipated emergence of the interactive television
market; general economic conditions and specific conditions in the markets we address; the timing,
rescheduling or cancellation of significant customer orders; the loss of a key customer, our ability to specify,
develop or acquire, complete, introduce, market and transition to volume production new products and
technologies in a timely manner, the volume of our product sales and pricing concessions on volume sales; the
qualification, availability and pricing of competing products and technologies and the resulting effects on sales
and pricing of our products; the availability and pricing of foundry and assembly capacity and raw materials;
insufficient customer support; fluctuations in the manufacturing yields of our third party semiconductor
foundries and other problems or delays in the fabrication, assembly, testing or delivery of our products;
problems or delays that we may face in shifting our products to smaller geometry process technologies and in
achieving higher levels of design integration, the effects of new and emerging technologies, the risks and
uncertainties associated with our international operations; changes in our products or customer mix, the risk
that excess inventory may result in write-offs, price erosion and decreased demand, the level of orders received
that can be shipped in a fiscal quarter; and the risks set forth below under Item 7, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations — Factors That May Affect Results.” These
Sforward-looking statements speak only as of the date hereof. The Company expressly disclaims any obligation
or undertaking to release publicly any updates or revisions to any forward-looking statements contained herein
to reflect any change in the Company’s expectations with regard thereto or any change in events, conditions or
circumstances on which any such statement is based.

s, IT?; 2 4«

All references to “Tvia,” “we,” “‘us,” “our” or the “Company” mean Tvia, Inc. and its subsidiary, except
where it is made clear that the term means only the parent company.

We own various trademarks and trade names used in our business. These include CyberPro, FlexiBus,
Tvia and the Tvia logo. Other trademarks referenced herein are the property of their respective owners.

Overview

We design, develop and market multi-media display processors for the advanced television and emerging
display markets. Qur multi-media display processors accept video, graphics and audio signals from terrestrial
broadcast, narrow band telephone lines, cable, satellite and the Ethernet and blend them together on one or
more displays for a high quality, customized and interactive viewing experience.

Our multi-media display processors are compatible with various microprocessors, operating systems and
applications software. Our products are programmable and customizable and we believe our products also
allow easy software upgrades. Our processors, software and reference designs enable our original equipment
manufacturers, or OEMSs, to accelerate their time to market by reducing their systems engineering
development.




Industry Background

In recent years there has been an increase in demand for high speed access to information and
entertainment, or rich media content, which combines audio, video, voice, text, graphics, pictures and
animation. This demand is driven by the growth of rich media content available from the Internet and through
television broadcasts and accessible via phone lines and via broadband transmission pipes including television
antenna (analog or digital broadcast), cable, microwave, satellite, digital subscriber line, or DSL, and
Ethernet connection. Demand has also been stimulated by the increasing availability, affordability and ease of
use of consumer appliances and other devices that feature integrated Internet access.

Rich media content is available through a variety of devices including advanced television and emerging
interactive display devices. Advanced televisions are televisions where a digital or analog signal is processed
digitally and enhanced with resolutions ranging from standard resolution to high definition television, or
HDTV. Emerging display devices include any kind of consumer electronics device that has expanded
interaction functionality, such as set-top boxes, mobile web access appliances, personal video recorders and
home gateway systems. Included in this category are broadband set-top boxes which permit consumer access
to high-speed networks through broadband transmission pipes.

As rich media content becomes more pervasive, users are demanding faster access to the Internet. In an
effort to meet demand for faster access to rich media content, the communications industry has begun to
deploy new broadband access technologies that can deliver data at a rate of tens of megabits per second, or up
to 700 times faster than today’s 56 kilobits per second, or Kbps, dial up modems. Users of dial up analog
modems over standard telephone lines with maximum transmission rates of 56 Kbps often experience lengthy
delays, failure of transmission and limitations on the volume of data that can be transmitted in real time. The
slow speed of the telephone modem is frustrating to mainstream consumers who are accustomed to the
immediate point and click interface of a television remote control. These customers may find the speed of
broadband connections more satisfying. :

The television is the consumer product that people are most comfortable with using for entertainment and
information due to its sound and display qualities. Advanced televisions and emerging interactive displays can
now act as the medium to access the Internet and traditional television broadcasts, and combine the rich
media content and services for an interactive television experience.

Interactive television includes features such as electronic program guides, which enable a consumer to
select both categories and specific movies and programs, such as those on video on demand, or VOD, and
subscription video on demand, or SVOD, services. Interactive television also enables the consumer to view
trailer clips of different movies and programs offered by such services. Interactive television enables consumers
to watch a commercial and access, at the click of a button, additional information coming from the Internet or
an interactive program. This information, such as an e-commerce website, could be displayed on a transparent
window that would allow the consumer to continue viewing the commercial, access additional information and
complete the purchase of advertised merchandise. Alternatively, a consumer could be watching a television
program while chatting, emailing or instant messaging with friends. In addition, interactive television users
could access selected additional information such as perscnalized stock quotes. Consumers could also play
along with a game show and win prizes if they respond faster and more accurately than the contestants on
television, or they could compete against other online players. This could be done by providing discrete
windows for the interactive content and the main program, or by providing transparent windows that overlay
the main program without obstructing it. Interactive content windows could be customized and configured,
allowing the consumer to control the viewing experience.




Our Solution

Our multi-media display processors allow the consumer to customize the appearance of the display and
manipulate multiple content streams to create an enriched and interactive viewing experience. We believe our
multi-media display processors offer the following advantages:

o High Performance Processing of Rich Media Content. Qur solutions act as a gateway that processes
multiple streams of rich media content that converge from different transmission pipes and format
standards enabling a high quality, clear display. With the advent of digital transmission, the
convergence of multiple rich media content streams transported by the broadband network requires a
process to unify and match the multiple transmission standards. For example, some of the broadcast
streams are formatted with different resolution and screen size dimensions than Internet streams,
thereby resulting in a distorted picture. Our technology converts these varying streams into a uniform
stream and delivers an undistorted, high quality picture. The streams are then merged and blended to
offer visual effects such as picture in picture, or transparency or the overlay of multiple content types,
all enhancing the consumer’s viewing experience. In order to support real time processing of multiple
streams, our processor provides high bandwidth with some internal data rates exceeding six gigabits per
second.

o Support for Multiple Data Types, Transmission Pipes, Microprocessors, Operating Systems and
Applications Software. Qur multi-media display processors can accept any standard rich media
content input signals through standard telephone lines and any broadband transmission pipes. Further,
our products are designed with a flexible architecture that can work with most television formats and
display types. These modules have been successfully ported to multiple platforms based on industry
standard microprocessors, operating systems and content application software. Qur focus on compati-
bility gives our CEM customers flexibility in design and allows devices using our solution to work with
the end-users’ existing equipment.

o Upgradeable Platform. QOur applications software provides advanced television and emerging interac-
tive display manufacturers with a platform that can be expanded and upgraded over time by the
consumer with only a software change, which can be downloaded over a network. We believe this helps
to reduce the risk of product obsolescence and enables the integration of new features and technologies
as they are developed.

o Programmable and Customizable Platform. QOur multi-media display processors are programmable
and allow manufacturers to add new features and customize the on screen user interface of their
products. For example, manufacturers may program their advanced television or emerging interactive
display to allow varying modes of transparency, multiple independent media window displays, multiple
or combined audio streams, multiple display sizes and multiple horizontal and vertical resolutions and
screen refresh rates, which affect the quality of the image and the amount of flicker on the screen.

o Accelerated Time to Market. We believe our multi-media display processors, software and reference
designs enable our OEM customers to accelerate their time to market by reducing their systems
engineering development. We have developed a number of platforms running with multiple
microprocessors, operating systems and applications software which enable our customers to leverage
these predeveloped hardware and software platforms to reduce their system engineering efforts. Our
software development kits include modules that enable rapid customization and porting, which allow
our customers to speed up their product development time. Our engineers work closely with our
customers’ engineers to facilitate systems design. These benefits enable our OEM customers to bring
products with rich features and differentiated systems to market quickly.

Products

QOur products are based on advanced architecture integrated circuits and system designs that provide real
time, cost effective and high quality display processing. We currently offer three product families: the
CyberPro 5202 family, introduced in calendar year 2002; the CyberPro 5300 family, introduced in calendar
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year 1999; and the CyberPro 5000 family, introduced in calendar year 1998. Our semiconductor solutions
include different features, which OEMs can select for inclusion in their products.

The CyberPro 5202 incorporates all the features of our CyberPro 5000, 5005, 5050 and 5055 products. In
addition, a 24-bit digital interface directly supports liquid crystal displays; or LCD, and other digital interfaces.
Enhanced, flexible alpha-blending capabilities allow overlay of different windows with programmable levels of
opacity. Two advanced television encoders allow the user to configure the recording picture in personal video
recorder, or PVR, applications. The processor maintains crisp text presentation, even as the opacity of the
window is varied. The CyberPro 5202 is designed for displays to multiple devices such as traditional cathode
ray tube televisions, advanced televisions, panel displays, emerging interactive displays and LCD products.

The CyberPro 5300 is the first product in the CyberPro 5300 family designed for broadband set-top boxes
that require 3D animation, 3D effects or 3D graphics processing capability.

The CyberPro 5305, 5350 and 5355 are similar to our CyberPro 5005, 5050 and 5055 products, but also
provide 3D animation, 3D effects or 3D graphics processing capability.

The CyberPro 5000 is the first product of the CyberPro 5000 family designed for broadband digital
set-top boxes and advanced televisions. The CyberPro 5000 has enhanced text, graphics and video processing
engines. It also includes two video ports for two simultaneous video streams, high picture quality of broadband
video on television, hardware magnified view of web pages on television, and a flexible transparency algorithm
for blending multiple video, text, graphics, pictures and animation on screen.

The CyberPro 5005 is designed for broadband set-top boxes and advanced televisions with Internet and
DVD capability. In addition to CyberPro 5000 features, the 5005 provides MacroVision encryption for copy
protection.

The CyberPro 5050 is designed for broadband set-top boxes and advanced televisions that have integrated
audio capability. Additional features include an audio digital signal processor engine with audio synthesis,
MIDI, 128, PCM and stereo audio.

The CyberPro 5055 combines all of the features of our CyberPro 5000, 5005 and 5050 products. The
CyberPro 5055 provides a solution for broadband set-top boxes and advanced televisions that process multiple
media streams including DVD and full duplex audio.

Software

Our software products and services are divided into three categories: software development Kkits,
applications modules and custom software services. Our product strategy is based on providing OEMs a
complete hardware and software solution, which we believe reduces both the OEMs’ system engineering time
and their time to market. Our multi-media display solutions are configurable and flexible, and our software is
key in enabling our customers to take advantage of this flexibility. Finally, our software modules enable us to
provide our CEM customers with the capability to offer systems with differentiated features that enhance the
television experience.

Our software development kits are a set of software modules designed to be easily and quickly ported on
multiple hardware and software platforms. These kits are modularized in order to cater to different system
requirements while minimizing the size of the software code. These modules have been successfully ported to
multiple platforms based on industry standard microprocessors, operating systems and content application
software.

Finally, by leveraging the comprehensive experience of our software design team, we provide custom
software development for customers using our semiconductors.
Customers

We target customers in the advanced television and emerging interactive display markets. We began to
focus on the emerging interactive display market in 1997, and later expanded our focus to include the
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advanced television markets. The majority of our sales in fiscal 2002 were to the broadband set-top box market
portion of the emerging interactive display market, primarily for video-on-demand applications. In prior years,
the majority of our sales were to the emerging interactive display market. Many of our customers manufacture
or distribute products in more than one of our target markets.

In fiscal 2002, sales to Prediwave Corporation and Motorola Broadband, both OEMs, accounted for 62%
and 14% of revenues, respectively. In fiscal 2001, sales to Prediwave Corporation, Kanematsu Semiconductor
Corp. and Weikeng Industrial Co., Ltd., two of our distributors, accounted for 12%, 12% and 10% of revenues,
respectively. In fiscal 2000, sales to Weikeng Industrial Co., Ltd., and Yao Wei, an OEM, accounted for 16%
and 12% of revenues, respectively.

In fiscal 2002, sales to customers in the United States and Taiwan comprised 68% and 22% of revenues,
respectively. In fiscal 2001, sales to customers in Taiwan, the United States, Japan and Europe comprised
34%, 33%, 11% and 11% of revenues, respectively. In fiscal 2000, sales to customers in Taiwan, the United
States and Korea comprised 41%, 29% and 12% of revenues, respectively.

Sales and Marketing

We sell and market our multi-media display processors through our direct sales force, sales representa-
tives and distributors. For our software products, we also use value added resellers and system integrators that
package and use our software products for resale as standard products or custom software development
services.

Our products are marketed primarily through reference platforms and evaluation kits designed internally
and with industry leading microprocessors, real time operating systems and other strategic partners directly or
indirectly through our partners’ channels to OEMs for evaluation and development. These reference platforms
and evaluation kits (hardware and software) have proven to be vital to our success in obtaining new design
wins. We also promote our products through our website, trade shows, articles, press releases and joint
promotions with our strategic partners.

Our personnel work closely with customers, sales representatives and authorized distributors to define
product features, performance, price and market timing of new products. We provide technical support and
design assistance directly to OEM customers, regardless of the sales channels used. We believe that a high
level of customer support is necessary to successfully develop and maintain long-term relationships with our
customers. These relationships begin at the design in phase and develop, as customer needs change and evolve.
We provide support through both on site customer service and remote support from our facilities.

As of March 31, 2002, we employed a sales and marketing force of 19 people. We believe these personnel
have the technical expertise and industry knowledge necessary to support a lengthy and complex sales process.
We also employed seven field applications engineers that assist customers in designing, testing and qualifying
system designs that incorporate our integrated circuits and software products. We believe that the depth and
quality of this design support are key to improving our customers’ time to market and maintaining a high level
of customer satisfaction. Our four direct sales offices are located in Santa Clara, California; Taipei, Taiwan;
Hefei, People’s Republic of China; and Berkshire, United Kingdom. All of our sales offices except the United
Kingdom provide hardware and software applications support.

Research and Development

Our research and development efforts are focused on four areas: device architecture and logic design,
physical layer design, software development and device testing. As of March 31, 2002, our research and
development staff consisted of 276 employees, (59 of whom were located in the United States and 217 of
whom were located in the People’s Republic of China). Our research and development efforts have centered
on architecture design, streaming media processing modes, high-speed digital and mixed signal design and
software.




We conduct research and development at our design centers in Santa Clara, California and Hefei,
People’s Republic of China. Our People’s Republic of China facility is located in a science park near Hefei
University of Technology, and employee costs are lower than in the San Francisco Bay Area.

Our research and development expenses for fiscal years 2002, 200! and 2000 were $12.7 million,
$6.8 million and $3.4 million, respectively. Research and development expenses consist mainly of personnel
and other costs associated with the development of product designs, process technology, software and
programming hardware. We anticipate that we will continue to commit substantial resources to research and
development in the future.

Manufacturing

We have adopted a fabless semiconductor manufacturing model and we outsource all of our semiconduc-
tor manufacturing and assembly. This approach allows us to focus our resources on the design, development,
testing and marketing of our products and significantly reduces our capital requirements. We develop our
designs to be compatible with two foundries, United Manufacturing Corporation, or UMC, and Taiwan
Semiconductor Manufacturing Corporation, or TSMC, both of which are located in Hsin Chu, Taiwan. This
allows us to shift production from one facility to the other in the event of a capacity constraint at one foundry.
We currently use 0.35 micron technology for production of our CyberPro 5000 family, 0.3 micron technology
for production of our CyberPro 5300 family, and 0.18 micron technology for production of our CyberPro 5202
family.

We internally design and optimize digital and analog cells through our physical layer design group. We
believe this allows us to reduce the size of the semiconductor and therefore the cost. This also gives us greater
control over the quality and reliability of our multi-media display processors.

Assembly of our devices is performed by Advance Semiconductor Engineering, Inc. in Kaohsiung,
Taiwan. We may also use Siliconware Precision Industries Ltd., located in Hsin Chu, Taiwan. Final testing is
primarily performed by us at our subsidiary in Hefei, People’s Republic of China.

Competition

The semiconductor industry in general, and the market for integrated circuits for advanced televisions
and emerging interactive displays, in particular, is highly competitive. We believe we can compete favorably in
each of the key competitive factors in our target markets. These factors are:

« functionality,

« performance;

« time to market;

* price;

+ conformity to industry standards;
» product road maps; and

+ technical support.

Our current and primary competitors in our target markets are ATI Technologies, Inc., Broadcom
Corporation, Genesis Microchip, Inc. and Silicon Image, Inc. In addition to these competitors, we expect
other major semiconductor manufacturers will enter the market as the advanced television and emerging
interactive display markets develop. A number of companies, including International Business Machines
Corporation, STMicroelectronics N.V., National Semiconductor, Equator Technologies, Inc., LSI Logic and
Philips Electronics N.V., have announced that they are developing or plan to introduce competing products in
the advanced television and emerging interactive display markets which could result in significant competition.
We expect competition to intensify as current competitors expand their product offerings and new competitors
enter the market.




Intellectual Property

We rely on a combination of patent, copyright, trademark and trade secret laws and contractual
restrictions to establish and protect our intellectual property and proprietary rights that we develop and license
from others.

We have filed three applications for United States patents, one of which has been allowed, containing
claims covering various aspects of combining digital streams of video and graphics for presentation on an
output display and for changing the size of graphic data for presentation on a television output display. We
expect to file patent applications as we deem appropriate to protect our technology and products. We cannot
be sure that our patent applications will result in the issuance of patents, or that any issued patents will provide
commercially significant protection to our technology.

We also license from others certain audio, graphics and semiconductor technology that is incorporated in
our semiconductors and certain intellectual property rights. These licenses are perpetual and survive the
termination of the agreements under which we obtained such licenses. The protections we receive from others
against infringement under the terms of these licensing agreements are limited and we cannot be sure that
alternative technology exists.

In June 1997, we entered into an agreement with T-Square Design, Inc., which has proprietary
technology that permits incorporation of the audio function onto graphics controller chips. As a result of our
agreement, we were granted the right to use this audio technology for graphics/audio integration in our
products and to manufacture, distribute and sublicense products using the audio technology.

In March 2000, we entered into a cross license agreement with Innovative Semiconductors, Inc.
(“Innovative”), which has developed proprietary semiconductor circuit and logic designs. Pursuant to our
agreement, Innovative licensed to us the right to use their proprietary cores to develop and market
semiconductors and we licensed to Innovative the right to use and market our cores and test benches with
their products.

In July 2000, we entered into an agreement with Hitachi, Ltd., which has developed proprietary
technology on system-on-a-chip SH-4 microprocessors (“SH-4"). As a result of our agreement, Hitachi
licensed to us the right to use this SH-4 technology for system-on-a-chip integration in our products and to
manufacture, distribute and sublicense products using the SH-4 technology. In March 2002, the Company
postponed the product related to this technology indefinitely; accordingly, the Cornpany wrote off $500,000 of
license technology related to this SH-4 technology.

In December 2000, we entered into an agreement with Oak Technology, Inc. (“Oak”), which has
proprietary 3D graphics technology that permits incorporation of the 3D graphics function onto our chips. As a
result of our agreement, we were granted the right to use this 3D graphics technology for 3D graphics
integration in our products and to manufacture, distribute and sublicense products using the 3D graphics
technology.

In April 2001, we amended the agreement with QOak, in order to license Oak’s proprietary MPEG-2
technology that permits the incorporation of MPEG-2 decoding functions onto our chips. As a result of our
agreement, we were granted the right to use this MPEG-2 technology for MPEG-2 integration in our products
and to manufacture, distribute and sublicense products using the MPEG-2 decoding technology.

We attempt to avoid infringing known proprietary rights of third parties in our product development
efforts. It is difficult to proceed with certainty in a rapidly evolving technological environment in which there
may be numerous patent applications pending, many of which are confidential when filed, with regard to
similar technologies. If our products violate third party proprietary rights, we might not be able to obtain
licenses to continue offering these products without substantial reengineering. Efforts to undertake this
reengineering might not be successful, licenses might be unavailable on commercially reasonable terms, if at
all, and litigation might not be avoided or settled without substantial expense and damage awards.
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CyberPro is a registered trademark, and Tvia and FlexiBus are trademarks pending registration of Tvia in
the United States. In addition, the Tvia logo is a trademark of Tvia in the United States and other
jurisdictions. '

Backlog

Our sales are made primarily pursuant to standard purchase orders for delivery of products. Due to
industry practice which allows customers to cancel or change orders with limited advance notice prior to
shipment, we believe that backlog is not a reliable indicator of future revenue levels.

History

We were originally incorporated in California as Integraphics Systems, Inc. in March 1993. We changed
our name to IGS Technologies in August 1997. In March 2000, we changed our name to Tvia, Inc. In August
2000, we reincorporated into Delaware. Tvia operates in one principal industry segment.

Our subsidiary in Hefei, People’s Republic of China, had 282 employees as of March 31, 2002, including
217 employees in research and development. This facility handles our operations and testing, and performs
sales and marketing, in addition to research and development activities. Our market focus is centered on the
Asia Pacific region, including China, Taiwan, Japan and Korea. We believe our Hefei subsidiary affords a cost
effective means for us to develop products and support our extensive hardware and software alliances. Our
subsidiary also gives us a presence in the China market.

Seasonality

The electronics industry has historically been subject to seasonal and cyclical fluctuations in demand for
its products, and this trend may continue in the future. These industry downturns have been, and my continue
to be, characterized by diminished product demand, excess manufacturing capacity and subsequent erosion of
average selling prices.

Employees

As of March 31, 2002, we had 382 full time employees including 276 engaged in research and
development, 19 engaged in sales and marketing, 63 engaged in manufacturing and 24 engaged in general
management and administration activities. Of these employees, 94 work in our Santa Clara facility, 6 work in
our Taiwan office and 282 work at our facility in the People’s Republic of China. Our employees are not
represented by any collective bargaining agreement and we have never experienced a work stoppage. We
believe our relations with our employees are good.

Item 2. Properties

Our headquarters, which also serves as our principal administrative, selling, marketing, customer support,
applications engineering and product development facility, is located in Santa Clara, California, and consists
of two buildings of approximately 19,800 square feet under leases that expire in July 2003. We also lease a
sales, marketing and customer support office in Taipei, Taiwan of approximately 1,500 square feet under a
lease that expires in February 2003 and a building located in Hefei, People’s Republic of China of
approximately 15,000 square feet under a lease that expires in June 2005 for our research and development
operations in China.

We believe our existing facilities are adequate to meet our needs for the near future and that future
growth can be accomplished by leasing additional or alternative space on commercially reasonable terms.
Item 3. Legal Proceedings

From time to time the Company may be involved in litigation relating to claims arising in the ordinary
course of business. As of the date of this filing, we do not believe that any of the legal proceedings pending
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against the Company or, to the best of its knowledge, threatened against it, will have a significant adverse
effect on our financial position or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

Not applicable.

Executive Officers
The executive officers of the Company are as follows:

Kenny Liu, 48, has served as our Chairman of the Board since January 1995, and as Chief Executive
Officer from January 1995 to November 2001. From January 1989 to March 1994, Mr. Liu served as
Chairman and Chief Executive Officer of OPTi Inc., a manufacturer of core logic chip sets for the personal
computer market. Mr. Liu received a B.S. in Electrical Engineering from National Cheng-Kung University in
Taiwan, an M.S. in Computer Science from Santa Clara University and an M.S. in Electrical Engineering
from Ohio State University.

Eli Porat, 56, has served as our Chief Executive Officer since November 2001 and as a director of our
Company since March 2001. From January 1997 to November 2001, Mr. Porat was Chief Executive Officer
of OpenGrid, Inc., a mobile business solutions company. From 1991 to 1996, Mr. Porat was Chief Executive
Officer of DSP Group, an audio digital signal processing company. From 1972 to 1983, Mr. Porat was with
Intel Corporation. Mr. Porat earned a B.S. and M.S. degrees in Electrical Engineering and Computer Science
from the University of California, Berkeley.

Michael Hoberg, 50, has served as our Vice president of Finance and Chief Financial Officer since
February 2000. From November 1998 to January 2000, Mr. Hoberg served as the Chief Financial Officer of
U.S. Cancer Care, Inc., a radiation oncology company. From December 1996 to June 1998, Mr. Hoberg
served as Chief Financial Cfficer of Faroudja, Inc., a manufacturer of video image enhancement products for
the television and broadcast markets, and as an advisor to the Chief Executive Officer from July 1998 to
November 1998. Mr. Hoberg received a B.B.A. in Accounting from the University of Wisconsin at Madison
and is a Certified Public Accountant.

Jhi-Chung Kuo, 49, a cofounder of the Company, has served as our Chief Technology Officer since July
2000. From March 1993 to June 2000, Mr. Kuo served as our Vice President of Engineering. Mr. Kuo
received a B.S. in Physics from National Central University in Taiwan and an M.S. in Electrical Engineering
from Mississippi State University.

James Tao, 52, has served as Vice President of Worldwide Marketing since March 2002. He joined us in
June 1997 as Senior Director of Business Development, and served from November 1999 to March 2002 as
Vice President of Business Development. From March 1989 to May 1997, Mr. Tao served as Vice President of
Sales and Marketing at Focus Information Systems, a personal computer peripheral product company.
Mr. Tao received an M.B.A. in Telecommunication Management from Golden Gate University and an M.S.
in Computer Science from the University of Hawaii.

Yee Wong, 49, a cofounder of the Company, has served as our Vice President of Operations since January
1995. From March 1993 to December 1994, Mr. Wong served as our President. Prior to founding the
Company, Mr. Wong served as an ASIC Design Manager for Everex Systems, Inc. and Senior Staff Engineer
with Intel Corporation. Mr. Wong received a B.S. in Electrical Engineering from National Cheng-Kung
University in Taiwan and an M.S. in Electrical Engineering from the University of Michigan.

The Company’s key employee is as follows:

Bo Liu, 48, has served as Vice President of Software Development since November 1999. He joined us as
Software Manager in June 1993, serving in that position until June 1998. From June 1998 to November 1999,
Mr. Liu was our Director of Software Development. Prior to joining us, Mr. Liu held software development
positions at both Micronics Computers, Inc. and Qak Technology, Inc. Mr. Liu was a candidate for a Ph.D. in
Electrical and Computer Engineering at the University of Wisconsin at Madison and received an M.S. in
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Electrical Engineering from Wichita State University and a B.S. in Electrical Engineering from Hefei
University of Technology in the People’s Republic of China.

PART II

Item 5. Marker for Registrant’s Common Equity and Related Stockholder Matters

The Company’s common stock, par value $0.001 (“Common Stock’), is traded on the Nasdaq National
Market (“Nasdaq”) under the symbol “TVIA.” The following table sets forth, for the periods indicated, the
range of high and low sales prices for the Common Stock on Nasdag, since August 8, 2000, the date of the
Company’s initial public offering, as reported in its consolidated transaction reporting system.

_High Low

2000 Quarter Ended:
September 30 .. ... e $20.00  $8.50
December 31 ... . e 18.25 3.38

2001 Quarter Ended:
March 31 .. e 4.25 1.50
June 30 L e 3.00 1.44
September 30 ... .. e 2.50 1.21
December 3l L. e 2.11 .87

2002 Quarter Ended:
March 31 . e 2.15 145

As of May 31, 2002, the Common Stock was held by 340 stockholders of record (not including beneficial
holders of stock held in street name). The Company has never declared or paid dividends on its capital stock
and does not anticipate paying any dividends in the foreseeable future. The Company currently intends to
retain future earnings for the development of its business.

Item 6. Selected Consolidated Financial Data

The data set forth below should be read in conjunction with Management’s Discussion and Analysis of
Financial Condition and Results of Operations included in Item 7 of this Report and the Consolidated
Financial Statements and related Notes included in Item & of this Report.
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SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial data set forth below with respect to our consolidated statements of
operations data for the years ended March 31, 2002, 2001 and 2000, and with respect to our consolidated
balance sheets at March 31, 2002 and 2001, are derived from our Consolidated Financial Statements and
related Notes which are included in this Form 10-K. The selected consolidated statements of operations data
for the years ended March 31, 1999 and 1998 and our consolidated balance sheet data at March 31, 2000,
1999 and 1998 are derived from our audited consolidated financial statements not included in this Form 10-K.
The data set forth below should be read in conjunction with Management’s Discussion and Analysis of
Financial Condition and Results of Operations and the Consolidated Financial Statements and related Notes
included in this Form 10-K.

Year Ended March 31,
2002 2001 2000 1999 1998
(In thousands, except per share data)

Consolidated Statements of Operations Data:

Revenues:
Productsales ...............ovviiiieeiinn.. $ 11,342 $12,743 $ 6,528 § 1,432 § 2,597
Development contracts and other ............. 498 701 529 90 861
Total revenues . .......... ..., 11,840 13,444 7,057 1,522 3,458
Cost of revenues:
Productsales .............. ... ...t 8,522 7,650 3,622 1,257 2,458
Development contracts and other ............. 109 68 185 51 526
Total cost of revenues. .................... 8,631 7,718 3,807 1,308 2,984
Grossprofit ... ... ... 3,209 5,726 3,250 214 474
Operating expenses:
Research and development .................. 12,664 6,774 3,390 3,357 3,199
Sales, general and administrative ............. 5,056 5,695 3,370 2,062 2,203
Amortization of deferred stock compensation . .. 1,572 2,701 1,499 2 —
Total operating expenses .................. 19,292 15,170 8,259 5,421 5,402
Operating loss ........ ..o i, (16,083)  (9,444) (5,009  (5,207)  (4,928)
Other expense (income), net
Interest inCOME . ..o vvvveerinn e, (1,818)  (2,105) (49) (7 (29)
Interest EXpense. .. .......vveiiiiiiiiain — 132 328 173 75
Amortization of debt guarantee debt and other. . — 327 753 298 28
Other expense (income), net .............. (1,818)  (1,646) 1,032 464 74
Net loss before extraordinary item .............. (14,265)  (7,798) (6,041}  (5,671)  (5,002)
Extraordinary item, net of income taxes ......... — 672 — — —
Net losS « vt e e (14,265)  (8,470)  (6,041) (5,671)  (5,002)
Dividend related to convertible preferred stock . . .. — 671 2,161 — —
Net loss attributable to common stockholders. . . .. $(14,265) $(9,141) $(8,202) $(5,671) $§(5,002)
Basic and diluted net loss attributable to common
stockholders before extraordinary item......... $ (0.66) $ (0.56) S (2.63) $ (2.56) § (2.32)
Extraordinary item, net of income taxes ......... $ — $ 005 §$§ — $§ — § —

Basic and diluted net loss attributable to common
stockholders . .......... ... i $ (0.66) $ (0.61) $ (2.63) $ (2.56) $ (2.32)

Shares used in computing basic and diluted net
loss per share to common stockholders before
and after extraordinary item ................. 21,631 15,052 3,118 2,219 2,156
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Year Ended March 31,
2002 2001 2000 1999 1998
(In thousands, except per share data)

Consolidated Balance Sheet Data:
Cash and cash equivalents, restricted cash and

LT

short-term investments ... ..........ouvvn... $35,505 $46,682 $ 6,864 § — 3 8
Working capital (deficit) .................. ... 35,979 50,305 5,915 (3,476)  (2,439)
Total assets ......... .. .. i 43,387 57,435 11,368 730 1,795
Longtermdebt .......... ... ... . ... ..., — — 2,959 — —
Redeemable convertible preferred stock......... — — 16,594 9,704 5,212
Stockholders’ equity (deficit) .............. ... 40,925 53,422 (14,266)  (12,978)  (7,326)

Item 7. Management’s Discussion and Analysis of Financial Condition and Resuits of Operations

The following discussion and analysis of the Company’s financial condition and results of operations
should be read in conjunction with “Selected Consolidated Financial Data” and the Consolidated Financial
Statements and related Notes included elsewhere in this Report.

’ T

When used in this discussion, the words “expects,” “anticipates,” “‘estimates,” and similar expressions are
intended to identify forward-looking statements. These statements relate to future periods and include
Statements as to expected revenues and sources of revenues, decrease in sales to our top customers, reasons for
decreased revenues, including the slowdown of the interactive television industry, an inventory correction,
delay in customer product introductions and general economic uncertainty, net losses, defects or bugs in our
products or software, future profitability, the reasonableness of our accounting assumptions and estimates,
Sfactors that may affect our gross margin, the effect of certain accounting principles on our consolidated
financial statements, future sales to key customers, the level of export sales, the level of our research and
development expense, development of new products, research and development in China, uses and adequacy of
our current cash, cash equivalents and short-term investments, the impact of the adoption of accounting
pronouncements, reliance on a small number of original equipment manufacturers, future orders of our
products, our ability to compete, increasing competition in our markets and our competitors, sales to
customers outside of the United States, effect of foreign currency exchange rates, and changes in interest rates,
are subject to risks and uncertainties that could cause actual results to differ materially from those projected.
These risks and uncertainties include, but are not limited to, those risks discussed below, as well as risks
relating to as slower than anticipated emergence of the interactive television market, the effect of the terrorist
attacks in the United States and any resulting conflicts or similar events worldwide on our customers’ demand
of our products; the impact of worldwide events on our operations in China, general economic conditions and
specific conditions in the markets we address; dependence on a key customer or OEM; the loss of a key
customer, decreases in sales to a key OEM; our ability to specify, develop or acquire, complete, introduce,
market and transition to volume production new products and technologies in a timely manner; the volume of
our product sales and pricing concessions on volume sales; the qualification, availability and pricing of
competing products and technologies and the resulting effects on sales and pricing of our products; fluctuations
in the manufacturing yields of our third party semiconductor foundries and other problems or delays in the
Jfabrication, assembly, testing or delivery of our products, purchases of capital assets, changes in our products
or customer mix; the risk that excess inventory may result in write-offs, price erosion and decreased demand,
the level of orders received that can be shipped in a fiscal quarter, the impact of foreign currency exchange
rates; and the matters discussed in “Factors that May Affect Results.” These forward-looking statements speak
only as of the date hereof. The Company expressly disclaims any obligation or undertaking to release publicly
any updates or revisions to any forward-looking statements contained herein to reflect any change in the
Company'’s expectations with regard thereto or any change in events, conditions or circumstances on which any
statement is based.
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Overview

We design, develop and market multi-media display processors for the advanced television and emerging
display markets. Our multi-media display processors accept video, graphics and audio signals from terrestrial
broadcast, narrow band telephone lines, cable, satellite and Ethernet and blend them together on one or more
displays for a high quality, customized and interactive viewing experience. Sales to customers in our targeted
markets accounted for 100% of total revenues in fiscal years 2002 and 2001, and 83% in fiscal 2000.

We currently have three product families: the CyberPro 5202 family, introduced in calendar year 2002,
the CyberPro 5300 family, introduced in calendar year 1999, and the CyberPro 5000 family, introduced in
calendar year 1998. These product families currently generate most of our revenues. We sell our products
through two channels. First, we sell our products directly to original equipment manufacturers, or OEMs, and
recognize revenues at the time of shipment to these OEMs. Second, we sell our products to a number of
distributors. We defer recognition of revenues for sales to our distributors until they have sold our products to
end-users. We also generate revenues from licensing software, which we believe will continue to constitute a
small percentage of total revenues in the future. :

Approximately 32%, 67% and 71% of our total revenues for the fiscal years ended March 31, 2002, 2001
and 2000, respectively, were derived from customers located outside the United States. All of our revenues to
date have been denominated in United States dollars. Historically, a relatively small number of customers and
distributors have accounted for a significant portion of our product sales. Our top two customers accounted for
62% and 14% of total revenues in the fiscal year ended March 31, 2002, respectively; however, we anticipate
that sales to these two customers in future periods will not be at the level experienced in fiscal 2002 and could
be significantly lower than fiscal 2002 levels. Revenues from customers in Taiwan comprised 22% of our
revenues for the fiscal year ended March 31, 2002.

Various factors have affected and may continue to affect our gross margin. These factors include, but are
not limited to, our product mix, the position of our products in their respective life cycles, yields and the mix of
our product sales and development contracts and other revenues. For example, newly introduced products
generally have higher average selling prices and generate higher gross margins. Both average selling prices and
the related gross margins typically decline over product life cycles due to competitive pressures and volume
price agreements. Our gross margin and operating results in the future may continue to fluctuate as a result of
these and other factors.

The sales cycle for the test and evaluation of our products can range from three months to nine months or
more, with an additional three to nine months or more before an OEM customer commences volume
production of equipment incorporating our products, if ever. Due to these lengthy sales cycles, we may
experience a delay between incurring operating expenses and inventory costs and the generation of revenues
from design wins.

We have sustained losses on a quarterly and annual basis since inception. As of March 31, 2002, we had
an accumulated deficit of approximately $50.3 million. These losses resulted from significant costs incurred in
the planning and development of our technology and services and from significant marketing costs. We
anticipate lower revenues for at least the next several quarters as compared to the same period in the prior
fiscal year. We believe that this is due to a slowdown in the interactive television industry caused by a slower
than anticipated emergence of the interactive television market, a general industry inventory correction, delay
in customer product introductions in order to incorporate additional third-party features, and general economic
uncertainty.

In connection with the grant of stock options to employees, we have recorded stock based compensation
related to stock options granted below deemed fair market value cumulatively through March 31, 2002 of
approximately $6.4 million. This amount represents the difference between the exercise price of these stock
option grants and the deemed fair value of the common stock at the time of grant. Of the total, we amortized
approximately $5.8 million through March 31, 2002. The remaining $0.6 million will be amortized over the
remaining vesting period of the options, generally four years or less. As a result, the amortization of stock
based compensation will impact our reported results of operations through fiscal year 2003.
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We have a subsidiary in Hefei, People’s Republic of China, which performs final test and research and
development, and branch offices in Taipei, Taiwan and Berkshire, United Kingdom, which are primarily
engaged in sales efforts. ~

s

Critical Accounting Pelicies and Estimates

The preparation of financial statements in accordance with accounting principles generally accepted in
the United States of America requires us to make estimates and assumptions that affect the reported amounts
of assets and liabilities as of the date of the financial statements and the reported amounts of net revenue and
expenses during the reporting period. We regularly evaluate our estimates and assumptions related to
allowances for doubtful accounts, sales returns and allowances, inventory reserves, purchased intangible asset
valuations, warranty reserves, and other contingencies. We base our estimates and assumptions on historic
experience and on various other factors that we believe to be reasonable under the circumstances, the results
of which form the basis for making judgments about the carrying values of assets and liabilities that are not
readily apparent from other sources. To the extent there are material differences between our estimates and
the actual results, our future results of operations will be affected.

We believe the following critical accounting policies, among others, affect the significant judgments and
estimates we use in the preparation of our consolidated financial statements:

e Revenues. We recognize revenues from product sales upon shipment to OEMs and end users
provided that persuasive evidence of an arrangement exists, the price is fixed, title has transferred,
collection of resulting receivables is reasonably assured, there are no customer acceptance require-
ments, and there are no remaining significant obligations. Reserves for sales returns and allowances are
recorded at the time of shipment. Our sales to distributors are made under agreements allowing for
returns or credits under certain circumstances. We defer recognition of revenue on sales to distributors
until products are resold by the distributor to the end user.

e Warranty. Our products typically carry a one-year warranty. We provide reserves for estimated
product warranty costs at the time revenue is recognized. Although we engage in extensive product
quality programs and processes, our warranty obligation is affected by product failure rates, use of
materials and service delivery costs incurred in correcting a product failure. Should actual product
failure rates, use of materials or service delivery costs differ from our estimates, additional warranty
reserves could be required, which could reduce gross margins.

* Receivables. 'We maintain an allowance for doubtful accounts for estimated losses resulting from the
inability of customers to make required payments. If the financial condition of our customers were to
deteriorate, resulting in an impairment of their ability to make payments, additional allowances could
be required.

s Inventory. We write down our inventory for estimated obsolescence or unmarketable inventory equal
to the difference between the cost of inventory and the estimated realizable value based upon
assumptions about future demand and market conditions. If actual market conditions are less favorable
than those projected by management, additional inventory write-downs could be required.

s Impairment of Long-Lived Assets. We evaluate long-lived assets used in operations, including
purchased intangible assets, when indicators of impairment, such as reductions in demand or significant
economic slowdowns in the semiconductor industry, are present. Reviews are performed to determine
whether the carrying value of assets is impaired based on comparison to the undiscounted expected
future cash flows. If the comparison indicates that there is impairment, the impaired asset is written
down to fair value. Impairment is based on the excess of the carrying amount over the fair value of
those assets. Significant management judgment is required in the forecast of future operating results
that is used in the preparation of expected discounted cash flows. It is reasonably possible that the
estimates of anticipated future net revenue, the remaining estimated economic life of the products and
technologies, or both, could differ from those used to assess the recoverability of these assets. In that
event, additional impairment charges or shortened useful lives of certain long-live assets could be
required.
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Results of Operations

The following tables set forth, for the periods indicated, certain consolidated statement of operations data
reflected as a percentage of revenues. Our results of operations are reported as a single business segment.

Year Ended March 31,

202 2000 200
Consolidated Statement of Operations Data:
Revenues:
Product sales .........coiiiiiri 96% 95% 93%
Development contracts and other .......................... ... 4 5 1
Total revenues .. ... _100 100 100
Cost of revenues:
Product sales ......... .. it 72 57 51
Development contracts and other ........... ... ... ... . L 1 - _ 3
Total cost of TEVENUES . . ... v it 73 37 54
Gross profit. . ... ... 2 43 __46
Operating expenses:
Research and development . .......... ... i, 107 51 48
Sales, general and administrative.................. ... ... 43 42 48
Amortization of deferred stock compensation ................... _ 13 20 21
Total operating eXpenses. . ......o.ovuei i, _163 113 117
Operating loSS ... ovtt et e (136) (70) (1)
Other expense (income), net
INterest INCOME ... ittt ittt et i e e et (15) (16) (1)
Interest EXpPensSe .. ..o v i e e — 1 5
Amortization of debt guarantee and other ...................... e _3 11
Other expense (income), Net.......c.oovvrrnenneeinnennen.. _(15) (12) _ 15
Net loss before extraordinary item ................ ... .iivii... (121) (58) (86)
Extraord